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[bookmark: _Toc341883013]Executive Summary

The budgeting process is critical in the effective management of finances in an organization. Therefore, it is  important  for the  organization  to  adopt and  apply  a more  adaptive  and  dynamic  budgeting  method. Basically,  a budget  method that  is more  adaptive and  dynamic  is  vital  in  enhancing  and  achieving  the  organization’s  effective  financial  management  through: effective  cost-benefit  analysis, prioritizing  resource  allocation for  efficiency  , promoting  optimization  of  resources  utilization, and  strengthening  strategic  growth, operations , and  transparency  in the  company.Compaeratively,  the  application  of  zero-based  budgeting  method  facilitates  the  realization of the  desirable  advantages  in the  financial  management  of  the  company 















Table of Contents
Executive Summary	1
1.	Introduction	3
2.	Zero Based Budgeting	4
2.1 Zero-based budgeting	4
2.2 Advantages of Zero-based budgeting over Traditional Based	4
2.3 How the Organisation Might introduce Zero-based Budgeting	4
3.	Conclusion	5
4.	Reference List	6



1. [bookmark: _Toc341883014]Introduction
Effective financial management involves the application of both high –level planning and boots-on –the ground execution to ensure that an organization manages its financial resources effectively and efficiently. Objectively, effective financial management is set to enable an organization realize: profit maximization, tracking of its cash flow and liquidity, ensuring compliance, and containing different financial scenarios through forecasts on possible emerging market conditions. Budgeting presents a scope through which an organization’s finances get to be effectively managed. 
Budgeting as a process for allocating the available funds to meet various costs within an organization, is a critical tool for applying the critical principles of financial transactions, manage and control incomes(in-flows) and expenditures(out-flows), aligning strategy with available resources (Moses, 2022). A critical aspect of the budgeting process, is budgetary control effectively achieved through budget setting process. Budgetary control relates to the process of managing both income and expenditure; achieved through a regular comparison of both actual and planned incomes and expenditures (Aguilar & Shaikh, 2022). Critically, undertaking the process of budgetary control helps in the identification of the need for corrective actions. 
To achieve the objectives of budgetary control business organizations have a variety of budget setting techniques at their disposal to apply in their budgeting process. Zero-based budgeting technique is one of the techniques that has more preferable features and advantages when applied by a company for effective budgetary control and efficient financial management (Moses, 2022). The Zero-based budgeting technique is most recommended and preferred by different companies in their budgetary planning and execution.
2. [bookmark: _Toc341883015]Zero Based Budgeting
Zero-Based Budgeting (ZBB) is a management accounting technique applied in developing a budget for an organization from scratch, a zero-base. Under the technique, assumptions are based on the principle that a budget can be derived from a zero base point. Each line item is re-evaluated and justified as an expenditure to be incurred by a department; all expenses in a new period are calculated based on the actual expenses (Aguilar & Shaikh, 2022). Under the ZBB technique every activity expensed is justified and an explanation of the revenue that each line item or cost incurred will generate for the company during a given financial period (Wu & Huang, 2021). 
As a departure from the traditional budgeting methods which recognizes past trends on revenue and expenditures to continue, the Zero-Based Budgeting makes assumptions that there are no balances and expenses carried forward and pre-committed respectively. Literally, Zero-Based Budgeting technique applies the development of a company’s budget with a zero prior basis (Aguilar & Shaikh, 2022). Line items and expenses are identified and funded irrespective of the existing expenditure structure.
2.1 [bookmark: _Toc341883016]Zero-based budgeting
Application of the Zero-Based Budgeting technique involves a comprehensive processes involving definite steps and procedures. The definite procedures include: identifying the tasks; the individual independent activity that need to be allocated funds. Secondly, ways and means for accomplishing the tasks identified is undertaken; tasks are broken down into smaller achievable units for implementation facilitation. The third step involves ranking the various tasks identified based on their corresponding priorities based on application of cost-benefit analysis; the basic logic for ranking the tasks is to facilitate efficient allocation of the scarce resources (Rossmann, 2019). Approval or rejection of the each line item is undertaken by the top management based on pre-determined objectives, each decision on the line items should be accurate and realistic. Fourthly, allocation of resources for each line item is undertaken; funds are allocated to the tasks based on their respective rankings on the order of priorities with the highly ranked tasks getting better funding (Hamdan, Chen & Anshari, 2020). The last step undertaken in the Zero-Based Budgeting process, is controlling and monitoring (Wu & Huang, 2021). Each of the tasks allocated funds is monitored and evaluated based on their respective performance and output; enabling the management to establish and understand if the resources were accurately allocated (Aguilar & Shaikh, 2022). For effectiveness, it is important that the steps are properly and wisely followed
2.2 [bookmark: _Toc341883017]Advantages of Zero-based budgeting over Traditional Based
Comparatively, Zero Based Budgeting techniques has more accruing advantages to the traditional based technique. The advantages differentiating the two techniques are based on: flexibility, operations, costs, and execution.  
Application of Zero-based budgeting technique has the advantage of accuracy through justification of data compared to the traditional budgeting technique. Since budgeting for all line items and expenses under Zero-based budgeting is based on a zero baseline; there are no reference or application of historical past data (Thomas, 2022). All cash flows in the current period have to be adequately justified. Since there is justification for the cash flows, all expenses and incomes in the current and old periods need to be justified (Timmermans, Roark & Abdalla, 2019). The aspect of justifying the amounts of funds for incomes and expenses under the Zero-based budgeting technique ensures accuracy by allowing each department to relook every item by computing the respecting operating costs; a critical aspect in facilitating cost reduction since there is a clear picture of the desired performance level against the costs involved (Coyte, Messner & Zhou, 2020; Ibrahim, 2019). Conversely, the traditional technique involves the application of arbitrary adjustments of a previous period’s budget with only items needing increases requiring justification; this makes the technique to lack accuracy, therefore legacy costs may not be examined until times of economic shocks in the company. 
Considering that the Zero-based budgeting technique applies zero as the base when developing a budget, there is achievement of efficiency. Resources are allocated efficiently to each department or for each line item on a zero basis without consideration of previous historical numbers, as applied in traditional techniques. Since resources and funds are allocated based on actual numbers, efficiency is realized through the elimination of non-priority costs and adding new line items thus creating new budgets for the current period from the ground(Timmermans, Roark & Abdalla, 2019). With the efficiency, zero-based budgeting allows for flexibility as compared to the traditional technique which is more rigid to modification (Coyte, Messner & Zhou, 2020; Mazikana, 2019). Zero-based budgeting further allows for changing for the budget components to help align a budget with the market conditions and with the company’s objectives (Ibrahim, 2019). Apparently, Zero-based budgeting is more flexible thus enhancing efficiency in operating a company’s budget while traditional technique is comparatively more rigid thus limiting in nature.
Through appropriate allocation of resources, the Zero-based budgeting contributes towards the reduction of redundant activities. Under the Zero-based budgeting allocation of resources is based on the ranking of activities with the highest revenue generating activities given priority and allocated more resources or funds. Critically, in the process of identifying the most productive activities are given priority thus eliminating all the unproductive and redundant activities (Alddin & Dali, 2021). On the other hand, the traditional technique enhances the promotion of redundancy since budgeting is not based on priority setting but rather line items and activities from the previous periods only get adjusted to factor in inflation factor (Ibrahim, 2019).  Traditional technique is therefore responsible for potential misallocation of resources while Zero-based budgeting promotes justifiable allocation of resources. 
Characteristically, the Zero-based budgeting is more proactive and objectively business focused. Through the various steps and procedures involved in preparing a budget based on Zero-based budgeting technique, employees from the different departments will be involved hence an aspect of enhanced communication and coordination is achievable which is essential in enhancing appropriate decision making (Alddin & Dali, 2021). The decisions made on by the employees are both realistic and accurate since the processes involved are insightful and apply calculation of complex metrics (Ibrahim, 2019). The simplicity of the traditional technique makes it a bit myopic in recognizing the tendency of expenses to grow over time; which the technique does not have abilities of helping to adjust since it is more rigid. 
Though complex and time consuming in implementing the Zero-based budgeting, the processes involved require special skills and knowledge. However, the application of the special skills enables the managers to justify the all the operating expenses alongside the areas that would be generating revenue for the company; such processes are critical for overcoming potential economic shocks, but such important processes are overlooked by the traditional technique which applies very simplistic processes devoid of the critical budgetary considerations (Emerling & Wojcik-Jurkiewicz, 2018).
[bookmark: _Toc341883018]2.3 How the Organisation Might introduce Zero-based Budgeting
While implementing the Zero-based budgeting technique presents more potent benefits for the hotel, there are several implementation and adaption challenges. These concerns for adopting and implementing the technique necessitates the need for a more careful and well-planned approach. Successful practical implementation of the Zero-based budgeting is guided by: clearly defined objectives, appropriate manpower, leveraging technology, and effective change management. 
Defining the objectives for shifting from the traditional technique to the Zero-based budgeting technique will be critical in the process (Jarad & Rashid, 2021). The possible objectives for introducing the new budgeting technique include: effective management of expenses, increasing levels of accountability and understanding the cost structure, facilitate a continuous improvement of activities, and enhancing efficiency in costs management (Agnihotri & Bhattacharya, 2021). With the objectives defined it will be easier to roll out the technique. 
Zero-based budgeting technique is a little more complex and involves consideration of several factors unlike the simple traditional technique. Executing the complex activities will require special skills, knowledge, and competencies (Jarad & Rashid, 2021). It will therefore be critical for the hotel to retrain its existing staff to adopt to the new technique, and leverage on technology by applying the right software that will facilitate the execution of the processes involved (Serven, 2021). 
The application of the new technique is likely to be met with some levels of resistance from different departments and other budget holders; this could be out of the technique’s increased technique and scrutiny. To contain the resistance towards the implementation of the technique, leveraging change management principles and practices will be essential (Serven, 2021). Training as an aspect of change management will be practically applied to dilute and contain possible resistance, enhance clear communication on the shift, and to bring on board all the stakeholders within the organization.
[bookmark: _Toc341883019]Conclusion
Effective financial  management  processes  are  essential  for the  realization of the  financial  health  of a  company . Traditional  budgeting  methodologies  have  been  critical  in  promoting: static, stable, and  easy  to  set and  use  budgets.  However,  the  global  economy  has  become  more  dynamic  thus  requiring  companies  to adopt  more  adaptable  budgeting  tools ,  the  zero based  budgeting  provides  the  best option  for  companies.  
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